
s-

ED 138 151

AtJ8OR
TITLE

PCB DATE
NOTE

, EBRS PRICE
DESCRIPTORS

IDENTIFIERS

2
7

DOdUMERT RESUME

HE 008 804

Lee, Alfred M.
Performance Bud ting for Undergraduate Delivery
Systems-in the
Apr 77
30p.

980os: A Strategy for the States.

MF-$0.83 HC-$2.06 Plus Postage.
Budgeting; *Delivery Systems; *Enrollment
Projections;GFederal Aid; Federal State Relatio
*Government Role; Higher Education; *Models;

-) Nontraditional Students; Public Educatlion; *State
, Aid; Student Costs; *Student Financial Aid;
Tuition
Ipovernment School Relationship; *Subsidies

ABSTRACT 4

Enrollment projections for the 1980os need to bd
based on at least seven variables; :the size of the 18-to-24-year=old
cohort; the rate,of participation of that cohort;'the rate of
participation of montraditionaa-stddents; the full-time/part-time
ratio of partici'pation; the division of partibipants among public,
private, and proprietary institutions; the appropriations for public-
student aid; and the interstate m6vement of students. Based on these
.factors, tads study consiaers the management of the enrollment
decline and the priority for the public sector. A delivery system is
koposed that is based on N, performance formula applied to A system
of public higher education'Th which students share in the-dxpense of
actual instruction and all other expenses associated with delivering/
instrction. A method for determininT the percentagb of state sibsidy
to the student is described, and three performance strategies for
declining enrollment are detailed. It'is concluded that the state
subsidy must take.account of overall state concerns and the desire to
gather funding from federa1 student aid prograus. State practices in
student aid can be regularly aftjusted according to changes in the
federal government. (LBH)

A.

***********************************************************************
Docdments acquired by ERIC include many informal unpnblished

* materials not available from other sources. ERIC make every effort *
* to obtain the best copy available. Nevertheless, items of marginal *
* reproducibility are often encountered and this affects the quality *
* of the microfiche and hardcopy. reproductions ERIC makes available *
* via the ERIC Document ReprOduCtion Service (EDRS). EDRS is not
* responsible for the quality of the original document. Reproductions *.
* supplied by EDRS are the best th-kt,can be made from theebriginal. *
**********************************0***********************************



040

.FOR

, .".

ERF0
RGR

tv.

E BUDGETING
tE DEIJIVERY 'SYSTEMS

it

IN THE_198

A Strateg or the States

Alfred M. Lee

L/ S DEPA
EDUCARTMENT OF HEALTH

WELFARE
,

NATIONAL
INSTI

EDUCATIO TUTE or
NTHIS

uMENT
HAS BEEN

REPRO
vEL

DUCE
DOc

() ExAc

F ROM

rHE PERSON
OR

OR1G,N-

A TING ,r PO,Tii TS OT VfEVV
OR OP,NIONS

STA TED
DO NOT NECESSARq

v REPRE.
SENT ov v,

L,
c,A N4r,ONAL

,NSTTurE
ov

EDUCA.r
tow- POS1

;ION OR POL,0C
Y

Abril,
1977



SECTIONS

Enrollment-Dtiven Subsidy

The 1980's
.

The Management ofDeelillie

Priority for the.publiSector

Salialist.Competition(

Identifying'Budget,iectors

A Delivery Sytem

The Public Perception'

The Performance Formula

The Constituency Budget

Fixina the:Subsidy

Student Aid

e

s.

p. 1

p 2

p. 4

P. 7

P. 9

I. 12

p. 15

p. 19

p. 20

p. 23

24

p. 25



1. gnrollmet-Driven Subsidy

Publtc subsElY for.- postsecondary.edUcatiom is distributed;
,

.

by and1arg2,,on," an enrollment-driVen basis. States and

localit'ies promide institutional subsidy to public

colleges ,and universities according to enrollment:

state scholitship aid,.generally available to students

at private institutions, is distributedaccordina to the
need or the tal,ent of students, but it enters institutional

apcounts on an enrollMent-driven basis. Federal student
A
ard programs, de igned to finance student need at colleges

and proprietarr schools, ate a9..so enrollment-driven.
A

Because performance is measured and rewarded by the

number of cwatomers substt4ing to the service, current
,

financing practices reSemble a market situation.. The

resemblance can be deceimina. Many private colleges

receive neither-public subSidy nor the sustenance of
40,

a large endowMent. Publicinstitutions within a state
.4

are 4enerally coordinated-with such care that a
..

customer's- .dhoiCe is 'usually determined braeography

and hy his.higschoolcredentials.

while beneficial to higher education in a period

of growth, ear011ment,financina can also thteaten
,

institutional s,-Irvival.,Because expenditures cannot

be reduced as predipitously as enrollment revenues

can drop, fallina-entollment will compel,institutions

to raise their prices -.with the possible resuat of

losing more custoMers 'and raisinci ptices further.

451
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2. The 1980's

Enrollmeneprojectione.for the 1980's need to be based
on, at least seven variables: 7 1

o -The size of the 18.to'24-year old age.cohort

.o The rate of parti-cipation of that. cohort

o. The rate of particiPation of '1-1On:traditiona1
students

, I
- o The full-time:part-time ratio of.participation

o The division of participants among public,
private .and proprietary institutions

,o_The:appropriations for pul2lic,student aSd

o The interstate movement Of students.

iDuring the 1980's ,the 18 to 24-year old age cOhort
will sbrink. But as family-size shrinks, sibling ovetlap

will decline and both sthe participation rate and the

full-time:part-time ratio can' be expected to increase.

Forecasting ii seldom accuratei. In 1974 and in 1975,

the National Center for Education Statistfcs made

September estimates of _September college enrollments

that fellapout half a,million students below the

actual entoilmehts It i's.'not dikely that 1976 projection's',

of 1986 enrollMents can be mctre accurate.

Although thlitools are crude and the variables many,

the one certainty is that the size of the age cohort will
shrink. The gloomiest Projections are that the cohort

will lead to enrollment declines of 25% between 1980 and
1994. 1

If the future,conforms to these antiCipations, 'the

1
Allan M. Cartter and Lewis C. Solmon, "Implications
.for Faculty," Chancre, September 1976, which contains

a more complete-analysis. of the possible-declines.

-62 -
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' higher education.community will need to.make some "hard

choic'es." The difficulties will be aggravated by the

same systeilis of_financing that, 'encotli'agea growth in

the paSt. ' -
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The Man

,The theme of

imbalance. P

as .students can

Managi

blAdget.

The' oppOrtu ities divide into three 6eneral
"

-categories, Which differ in their emphases'.

4f6Declin

L. .1

m n t decline is budgetary

not be terminated as quickly -

.Pnrolling; heating. and-power costs
?

,.1 .the decline means balancing tie

d The Federal Strategy. If falling .

enrollment,unbalances budgets.and the
pudgets are febalance8'with higher
tuition, greater student need w1.11 be
generated at'both public apd.private
institutions, While affluebt families
will have .5v absorb the higher prices;.4'
a majority:of families ought to qualify for
Federal assistance. In effect, institutions
will'cover mbst of.their deicits with.
Federal funds.,

4 4Oederial appropr owever, have
never ntched th 1972 Federal commitment.
A reli nce on the 1976 renewal of 'Federal
progra s is a strate4y that ean,become
dynamic only if the Congress increases its'
appropriations. But if the Congress adopts
a policy of.greater appropriation to assist
higher education during a decline in enrollment-,
the structure of.Trograms can also include
new/approaches to distiibUtiomthat are less
enrollment-based.

k

Q. The Tourist Strategy. In the 1960's, state
codrdinating and regulatbry boards paaced

2
A 1976 survey by the College Entrance Examinatiop.Board
helps quantify the degree of need. "Based on the s.eUdnts'
estimates of'their families' ability to contribute, three- .

fourths'of the families could not afford the average S280.0
yearly expenses at public four-year instit'utions, the College"
Board sai:d.. Only one-sixth of the families could afford the
S4600 av,erage yearly cost of.attendina private four-year
institutions. The figures apply to famtlies of .students
taking. the SAT test -7 with a median income ^S16,400,
higher, than the national meaian. The Chronicle of.Righer

, Education, September 13, 1976.
4
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restrictions on the number of out-of-
state, students who Could enroll at .

publi institutions. This assured:access
to state institUtions for state residents,
in a period Of rapidly ihcreasing
enrollments, .\--,..

4.

.In a period of' declining enr011ments, the
coqrdinating arid regulatory boards will have
different concerns. Out-of-state Students
can help pay the fixed costs of educa'tion
and dormitory,operations, and they can contribute
to the'overall.economy of communities by way
of movie houses, gasoline stations, clothing-
stores, book,stores, and other "college town"
enterprises.

o The.PopuliSt Strategy. A progresSive reform
in the user tax (tuition) at public'ins.titutions,
as adjusted by student aid, can "let the people
decide"the economic health and the survival
of institutions. 'A state system can price
tuition, at 100% (or Some other high rate) of
"cost," as defined-by educational and general
-support expenditures. The'effeCt will be to
redistribute incOme from' families that have-
to pay the full tuition to families that
xeceive need-based student aid, which can be
,portable among the public; private'and
,p;oprietary institutions.. This poiicy is

response to:the demogocrIc complainthow \-
, seldom'if ever voiced, that tht state

uhiversity s "a country Club forthe rieh
pid for-by the poor Larm4 and the working-man.."

Bpcause of the portability...of al3 fundinc,
eArollments-at private inAitfitiOns.can lob
exp'ected to increase relative to enrollments
'at .public-institutions. Overall, the strategy'

,

'can be expected-to reduce enrollMents-sli'ghtly.
0

rihe pioneer model for the populfst strategy is thv.*Wisconsin
'proposal.by W. Lee Hansen and. 'Burton A. Weisbrod, "A. NeW
' Approach to Hinher.Educatioh,",..Financing her.Education:
Alternatives for the Federal government ( Owe City
American ollea&Tes.tina;Prockfram)* 1971% In this modeL
'"some. akly/motivated'yciina,people from,affluentfaMiliep"

D are,pxpeated to stOp participating. N.though Hansen and
Weisbrod,predict an increase.in enrollmemt among young
people from Apoorer familiesthey did not anticipate the:
surge of st4te andFederal,stuclent aid funding in th
1970's,which has,in iarge'parit accomplished the objective,
of social equity.

.8
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This movement will accelerAte the budgetary
tmbalance at public institutions. 4s budgets
Are corrected with. higher tuition, it can be
expected that in,deptain states education at,

"the .formerly public institutioris will be
priced higher than lAt the formerly private
institutions: Patterns of interstate
migration will also change.

Theie three strategies can 'be applied simultaneously.

The populist strategy, which finances postsecondary

educatioh,exclusively with aid to:students, clearly

generates "need" where none would'exist with institutionAl
subsidy. This new "need" is a magnet for, greater need-

,

7

generated Federalsstudent assiStance. When state student
aid is reserved for state residents attending institutions

. within the state, the coordinating or regulatory board
can be justirreCrir3 applying "traditional".pricing"to

out-of-state students; an,enrollment-driven frmula
for institutional subsidy' of these students can

encourage higher incomet,families in other.states,to

export part of their personal incomes .into a state

using a tourist strategy. (Conversely, highertincome
families in a state adoptinamoopulist strategy are

likely to send their youn ' tstes adopting astrictly,
Nr-4tourist strategy.) , 114

9
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4. PriOrity for the Public Sector
- ,

Because the possible enrollment declines, ot the 1980's

have been perceived as a threat to institutional

survival, the populi strategy has been presented .

as sa way of eliminatfin the priping disadvantage
, . .

carried by the private sector as well as-a way of

.allo*inq students and their families to decide the

hearth,of institutions.

Eliminating pricing disadvantages among sectors
4
(requires-an even-handedapproach to student aid,

however, and the practical application of even-

'handedness can be_disruptive. The Committee for

.qgconomicADevelopment has described the likely p-a-ibrn

of application.,

%

Althouah Federal funding practices should
be more or less constant throughout the

. country, state practices may be,expected
to vary. In some states, for ing,tance, the
,tradition of p4vate education is stronger
than ft is in others. In_these states,

P .indidual student grants from public
money may be mire acceptableoto the

- taxpayer than they would be in states
where most higher education takes pIace
in state-ownee and state-operated
institutions. State-funded student grants
may be more acceptable ir 'the,East and
Middle West than in areas where there are .
comparatively few private colleges and
'universities, notably the Southwestein, ,

Rocky Mountain, and Padific regions.

To be fair, states like Sopth Carolina, Florida,

Texas and California provide itliktionegualization

4
Co mittee for Economic Development, The Management
and Financing of Colleiles 1New York : CED) 1973,

1pp. 65-66.

10
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arants almos as actively as the states of the Northeast.
Florida, California and South Carolina rank first,
fqrth and fifth among the fifty states inthe amount- .

5of the average grant awarded in 1976-77.. California
and'Texas are also natiOnal 1Lders im maintaining
low tuition. In these states, the 'public funding of
scholarships for private colleges is added ,on to the

higher education budget. But the perception of CED
is probably aCcurate were the scholafships to be
funded by dramatic increases in tuition at the public
institutions.

States where the strategy is pokitically acceptable
happen to he states with,large priyate sectors; these
are the states where the strategy can cause the greatest
decline ip the public sector. State appropriations

'

would be spread too thin. Ir the public institutions,

already over-tenured in 197 6
educational stagnation

is the likelieSt result of the policy. But one4-

objective of.a stateocoordirrating or fe9.u1atory boara
is to prevent this from halopening. If enrolkment-driven

A
institutional subsidy is conv.erted into student aid,
the public sector will have to be given priority in
states vtith large private sectors, just as state

institutions' will receive priority by default in
regions whep there are few private institutions.

/

-C4rO;14A.

6,;;:ti-4

ft

e Higher Education, October. 11, 1976.

of Higher Educafion, .September 20, 1976.
red'by the A.A.U.P. 'show that tenure has been

..,naticinally to 65% of the public college-level
feodripKiAt4 and to 62%:of the publi'c two-year college-
1Hprofessoriate -- the two largest public categories.



S. Socialist Competition

When the priority is established; a variation of the

populist strategy can promote competition and

performance within the public sgctor. brucker has

described the performance of "service institUtiohS

Cas=lexemplaied.by school and university, and also

by the hospital."

What they ueed is Lpge's socialist
competition-

The "customer" of,this Idnd of service
institution,is not really a customef: he

* 'is a tributary. He pays for,the.service
institution Whether he wants to or not
out of 'taies, levies such as compulsa y
inSurance, or overhead allocations. T e
products pf the e institutions are not
meant to supPlyI.a want. They are meant to'
supply a need. School and hospital, but
also the typical service staff in business,
supply what everybody shguld have, ought to
have, must have, because i. is "good for
him," or goOd for society.

.

.

Hioher education iS.a service theoretically

avi'ailable to the whole:public, as is health care.

Although the_public is not the "customer," the

public.interest is represented by the consumer

decisions of actual students- and townies. Under

a system of "socialist competition," the performance

of_public institutions can be assessed by the

.enrollments eaAl institution can attract over the long
term.

.A typical enrollmeLdriven formula gives tlie

appearance of competition without the substance.

Jencks and Reisman hpve described the process by

Peiter'F.'Drucker, Management: Tasks, Responsib'ilities,
Practices,(New York Harper & Row) 1974, p.

-9- 1 9



whi.ch public higher education was transformed into a

kind of governmeqlt aFency during the first half.of

this century.

Dependence on regular legislative:apKopriations
affected the styte as well as thd structure of

.the public sector. Public accountability, for .

example; almost jnevitably led to
bureaucratization. Elaborate 'administrative
machinery had to be set up to ensure.Olat
no embarrassing mistakes were,made
especially in the :expenditure of public
funds....Accountability also influenced
the time perspective of public college
administrators. In the long run a public
college and its trustees might be answetable
to the people', bUt in the short run it wah, *,

. mainly su o the whigs of a few tleariy-
identifiabit in viduals such as the governOr..
nand a-feW key le islators.8

As a result, tbe clearest'differences aMong caMpuees'.
, d

within albypical public sector have been limited to

geographical location and, at least in theory,

admissionsgpolicies. Students who are better prepared..

tend to enrcill in the university sector, which tends,

to require their preparation. Students seeking highlyf

specialized programs (such as agriculture, architecture,

enaineeri0 and nursing) seldom have more,than one

choice. Most students attend the comprehensive or the

two-,year college built or converted to serve their

geographical.area.

Tuition is usually a standardized.component of a

Student4's tqtaloutlay, invbfch subsiatende costs can

be dominatedby geography. Quaiity,is generally

perceived as ipput (admisSions selectivdty _as well as

an attractive location)" rather than by any measurement

of outComes. But if the public ector is. .,,tO be oriented.
A

8Christopher Jencks and David Reisman, The Academic
Revolution (Garden City, N.Y. ,i,Doubleday) 1968, p. 266.

e,
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toward performance, whether the motiyation is named

"sOcialist competitton"-or "a market-price mechanism,"

pricing will have to precede location and qualitY will
I .

have to precedt admissions selectivity ahd scenery.

When performance is' operationally defined by

enrollments,
ip
ubli4c institutions must acquire much

A
7 greater autopomy in managing their educational offerinclee

and.financeS; reaching Tor quality, and establishing

their.own tuitions.

'The need for institutional autonomy seems to

contradict the natural' wishes of state coordinating

and regulatory boards to operate the public gector

efficiently. The,efficiencies that a state board can

apply toa public System were necessary during a period

of rapidly expanding enrollment;-but during enrollment

decline, efficiency can limit-effectiveness. An

institution is -made less effective when it is not

allowed to compete with stster institutions by setting

.its own tuition and offering new or better programs.

Effectiveness, however, does not,demand the sacrifice

of efficAncy. The System-wide expenditure under an

efficiency formula' already in effect-can serve as a

benchmark for appropriations under a performance

formula.

14
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6. Identifying Budget Sectors

A public system .manacred for performanc must have a

clear sense of mission, especially An distinguishing,

between the public. as "custdmer". -- where the public
de

-can better be thought of ed,a "constituency" -- and

the student as customer..The distinction is important

because part of what the constituency is tinanc'ing is

not 'intended for delivery to undergraduate customers.

Expenditures for public goals ought to be borne by the

The prevailing classificatkIn structure for

budgeting in higher education designates three areas-

of spending: primary programs, support programsand
. auxiliary enterprises. Spending on auxiliary enterprises

is not charged to the educational accounts, but the

educational accounts carry the full burden of,all

primary and .support programs.

There are four primary programs:

o Instruction

o Research

o Public Service

o Student Aid:

In many states, student aid is in effect administered

by the state board or another authority. Only in

Alaska are the programs for organized.research and public

service financed directly from the state higher education

accounts.

The Alaskan budget can help clarify accounts, as

can the budget of postsecondary education's step-sister,

-12-
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the proprietary institution. At a ,proprietary school',
....--Th .

the student's tuition -- less.the school's taxable

'profit -- is dedicated to instruction and to.support
.

.

programs wholly related ,to instruction or student

senvices. What is omitted in the 6ustomer's account at

4,

a proprietary school is what "everybody should ha

ought tg have, mu.st have," becaUSe it is "good forj
'society."

. -Ay

.Howard R. Bowen has enumerated the services that
higher education provides its public constituency.

Writers pn fipance often'implicitly' assume
that the system Of higher education is a.

mere factory grinding out credit-hours of
instruction whichywill be converted into
personal income.'....But institutiong of higher
education Are not merely engaged in
ipstructign, as iMportant and as socially
'beneficial as that' function may be. They
also serv'e as centers of learnin0 with
many cultural, pcalticai, and economic
inflUences that radiate out tosociety.
Colleges and universities are the,-,foundations
Of our cl,vilization. They are the repository

.

and guardfan Of accumulated,knowledge and
wisdom; they are centers for the advancement -
of fresh,idea8 and newt interpretations of
old values; they are the main source of new
science and technology; they are Centers of
aesthetiC,.-moral, and social Criticism; they
are major:patrons of the arts and literature;
they are of critical importance in advancing
the health 'and 'safety of the nation;.and.they
provide a great-pool of talent that engages in
studyand.evaluatkon on a'multitude of spcial
probietns.9 .

Bowen names these activities "the'advancement of

civilization," which other commentators have rather.

lamely called "the intaAgib.les" or'"intellectual

i'lcuriosity." The analogy in.the'stoCkholder economy is-

-9Howard_R. Bowen, "Finance,and 'the'Aims of. American.
Higher Education," Financing Higher .Eddcation: Alternatives
for the Federal Government, pp. 161-62.

_

1-6
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a service institution like Bell Làba*ies,ihich
ls,

advances "learning" in a haven.within tile commercial

operations of AT&T. Conceptually, "the-advancement of

civilization" is a tradition that is easy to explain;

the difficulty has been in expressing the concept in
budgietary terms.

Public service and unsponsored research are the

two primary programs that clearly represent funding

for society's'needs. Financially, however, theSe

programs are an incomplete representation of the

total intellectual, scientific and 'cultural act31.ity

that benefits l'civilization" in an understood way,and

benefits students;only indirectly and intangibly, if at

al,i.Often a faculty member's contribution occUrs only

in his oWn unremunerated effort' that is con'cdtrent with

a full instructional load. More commonly his activity
- 9

occurs during the_three-month. period of his summer

vacation., when he receives salery although he i

under'no obligation to his institutiOn. This suggests'

rule of thumb for identifying the social dimeOion of'

the instructional program: a portion of the inAructional

budget eqUal to one-quarter of,the expenditure.fOr

full-timerfaculty. This describes unobligated faclety

time, sei)arated ffom the 39,weeks f obligated,ime
.

,that ilIclude scheduled vacation of aeiieial weeka.

Although faculty's use of this unobligated peridd

can, be surlieyed, no survey instrument can measure the

"quality," the "value," or the. "social relevance" of

faculiy activity. Very'likely an instru.ment-cannot

measure Actual time, either, beCause faculty members

seldom ,keep gccurate time logs of their own activity

and because different individuals -.- '.such as tPnured full

professors and untenured'instructors -- are likely to

measure their activitietdifferently. The most valuable

a

,17
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activity is probably-not measurable at. all4 a fa'culty

member's effort to diminish his own obsolesceno0. This,

a lonaitudinal activity not.Teadily assignablop to

particular students or particular,budgets,and can best
.

be described as the maintenance,of human.capital. It is

by nature an intergenerational-t,ransfer of quality, and

is inseparable from the mare identifiable intellectual,.

scientific and cultur.al coMponents of the social

dimension.

The quarter-time rule,of thumb substitutes a

quantifiable assumption in place of survey data, that

can quantify, at-best, only Subjectivelrecollections.

The statistical assUMption is that all unobligated time

is used to advance "learnfrir althouah this is certainly

not so. Neither is it so that "learning" fails.to

advance when a faculty is expedted to engage in

What seems ,clear is that a student

attending college need not be expected to share in the

entire expense:of vacationing his professors and

sponSorina their research and public service.

.The analysis produces two sets of accounts.: one is

---m/institution's enrollment-driven budget ot.education

and, general support and the other'iS a budget for the

definably social contribution,of Iigher educatiOn. The

- budget for the social contribution consists of

o 25% of the full-time instructiona], budget

o the budget for unsponsored research

o the budget 'for public service.

Society's.budget fbr the,primary programs also .reqUires

a budget for'support programs, ,which can be coOnted as 1

a propoption of the total support budget equalto the

'social Share:of tir primary budget.

-15-
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7. A Delivery System

When a performance formula is applied to a system of

public higher education, students'will share in the
0

expense of actual instruction and all other expenses

associated with delivering ins'tructilon.
-

A performance budget An be illustrated by revising

the ccounts for.a'hypothetical. compreliensOe 'college

with an FTE enrollment of 5000 and an expenditure per

student of $2200.

I.
Current
Program
Buidcet

Performance
Program Budget

Custothers / ConstituenCy

Instruction $ 1,O00,000 $4,800,000 $1,200,000'

Research 1,000,000 1,000,D00
Public Service 260,000 200,00b

Student4id (State) (State)

Academic Support 550,000 366,667 18'3,333
.1

Student Services 650,000 650,000k

Institutional Support .1,000,000 666,667 333 333

Plant Operations 1,600,000 1,066,667 533,333
AMP

Total $11,000,000 $7,550,000. S3,450,000

Per Student $2200 $1510 $690
'

In the alternative model, the budget for student

services is not apportioned to the social accouht. (The
4

model has been simplified by treating all fdculty as

full-time.)

Just as a rule of thumb has to be used in dividing

inatructional.t.costs between students and society, another

rule of thumb is necessary to measure the subsisten

costs of attending College. In a model, the figure

be data gathered by the College Scholarship Servic

commuter students at four-year pubric inptitutioris

;ap ,

for



r976-7=7.
10

Mbeth.er a state board chooses commuter

figures or residential figures oUght to depend on

specific condition's within a publit system, but the

expense of continuously iurveyibg actual subsistence

costs is Likely to require a state board to use actual
4

dormitory cha,rgeS and CSS national'figureS for other

expensee.

Current. Perfornfance.
.1 Program Prbgram Budget

Budget Customers / Constitm.ency

Educational'Total $11,60b,.000 $ 7,550,000 '$34450,000

FkOom and Board ($7931 3,965:600

Other ($1034) 5,170 00a

Delivery Total :$1,6 685,000

Per Student $3337

The monetary outlay per stu ent is $3337tin this's

model. Foregone income iS ntt t lculated because'no

persuasive method for'measuring it is.avLgilable,
,

especially in a period of Very high unemployment'in

the 18 tt 24-year oldage cohort. But .foregone'income
t

4v \iS relevant, if unquantifiable.: when a state board and

.legislature decide the degree to which the public wkll

subsidize the higher education of*individuals.

The deofree of subsidy can range from 100%, as in

,many Western European countries as well as in Eastern

Europe,' 'down to 0%','as advocated by Hansen and Weisbrod.

It can be instructive, however, to measure the effects

of certain subsidies that are politically possible.

Subsidy Price
Subsidy Per Student Of,Tuition

15% $ 501 $1009

10The Chronicle tf Higher Education Deskbook, I): 122..

20



.-.

'.20%1
,.

667 \, 843

25% . 834 - 676 .

' 30% \1001 ° 509

'33% 1101 . 409

40% 1335 05 .

.,

The pride of tuition is the'expenditure,Aet student

in the customer's iccount.($1510) net of the s.t.ibsiay per

student in the delivery sysi.em.,

7

2 1

110
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K1.1_'The.Public Perception

When the ercentage of tpe Subsidy has been'set by a

state /egislature, it wil:1 have to be madjitained

a prolonged period of time So-that the public will

sense continuity and maintain confidence"in the.state-
.

sYstem. To'the,extent that"taxes for,public higher\

education help spread part of a fam4ly's expenses for

college over a lifetime of earnings,ya sense of

continuity is a basis for justifying the'tax,expenditure

on .higher education.

.A.subsidy based -o.ra.constant percentage of d e livery

expenses is also necessary if the purpose of tuition'is
-

to encourage'performance through competition rather than

merely to finance.sthe bureaucrac.

to

'11

2 2
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9. _The Perforfftance Formula

'. In a p- eriod of declining enrollment, performance can
be promoted,when institutions.can compete in both

quality and price. A direction that this competit*?

might tale cal.be imagined by applying three diffe
strategies to,the hypothetical comprehensive college

with '5000'students and a budget o.f $11 million. fo'r

comparative purposes, the three straiegies can be
represented as three separate institqions with,

-;
identicaLbudgets at the start of"an Aggregate enrollmei-tt

decline from-15,000 to 12,000 eriE students. At eact;1
,

institution in the mopae,.ko public funding for societal
benets remains' constant, functioning in part as' a ,cushion

,X4dragallttt14,ifecline;.and the public, subsidy for stiudents
1!, 14,

ls se at 25%.
y

With such assbmptions, the public approprialtion

is $7,620,000 for a hypothetical institution.at the
star;t of the enrollment decline: Tabl, 1 shows the

*-
budgets when enrollment has fallen to.12,000 for the

9

three college's.

M. .

College A has.elected to pursue,quality by ..

ifncreasing its faculty bud(get by $1 million, its
academic sUpport by $100,000, and its student services
4by $.50,000. Under an asumption that the strategy

preverks,enrollment froe Otppping,below14500 studentS,
Tab4e 1 shows that the,State apriropriati!bn will .rise only
$60,000 to $.7,680,000 as the tuition rises $360 (I:57%),

from $663 to $993.

A
College B has elected a. strateg dost'control

and price competition by reducing the stude!it's )3hare

of faculty salary by 20% (a 16%'cut in the two-part

-20-
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TABLE 1

Three Performance 'Strategies for Declining Enrollment

,Strateqyr

'Students Retained

College A

(Quality)

4500

College B

(Price)

4500

College C

(No Change)

3000

44.

Cu.stomers .4)cónitituency Customersj Consttuency Customers iConsttuency

Instruction $5,800 000

Research

Publcê Service

Student kid (StatO
,

Academic Support

Student Serviges

Iistitutional SuPport
k.

Plant Operations

Total

Per Student

RooM and Boa,rd

Other

Delivery Total,

25% Subsidy

Tuition

Approprlr,tilon

24

466,667

t700,000

666,667

1,066,667

$8,700,006

$1933,

793

10,34

$1,200,000,

.01,000,000'

$.3,840,000,

"
.$1,290000

1,go0c0o

$4,800 000 t1,,200000

i,000bo

200,000 200,000 200 000

(State) (Stae)

183,333 293,334, 183,333 366,667 181 333

585,000 650,000

),333,333 600,000 333,333 666,667 333 333,

583,333 1,066,667 533,333 1,066,667 533 333

$3,4,50,000 $6,385,00CY $1,450,000 $7,550,000 $3,450 000

$

$767 $1419 r'$767 "2517 $ >150

.

0
.

793

1034 1034

'
$3760 ,

, 940 'It

$993
, f

$4,230,000 $3,4d0,0001

°

($,7,680,000)

$3246

812

$607

3 654,000 $3,450,000

($7,104,000)

$43

1086

$1431

258,000 $3,450,000

($6,708 0.00)



.instructional.budget), the student's share of. academic
support.b 20%, student Services by 10%, and the studem

. -share of ingtitutionaa support by 10% L- in short,-by
cutting the cuStorriers' budget by 15.4%. If thisifpficing
strategy'7tesults in a tuition that can limit enrollmem&
decline tta. 10%, 'Table 1.shows that the state appropriation
will deelihe by.$516,000 to,$7,104,000 as the tuition
declinea,by $26 (-4%) from.$633, to $607.

College C has continued buSiness .as usual. It has
lot soUght.to improve its quality or reduce its tuition
and suffers competitively against the two istitutions
that have done so. Colleqe C bears a disproportionate
share of the enrollment decline; in'this comparison, ifs
enrollment''falls to 3000. Table 1 siloWs that the

appropriation is reduced by ,$912,000 to.$6,708,000,

but.thetuition is increased by $798 (+146%) from $663
to $1431.

In all three examples the panstituency blidcret is
held unrealistically constant throughout the enrollment
decline.

28.P
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10. The Coniituency Budefet

There are two hazards in establishing a separate research

And cultural budget.

o Institutions can,misuse the budget
to paper ovIT poor performance in
the instructional misSion

o State agencies and other fiscal interests
. within a state can mount raiding forays,

.

on this exposed portion.et the higher
education budget dedicated to a cause
so imprecise as "the advancement of
civilization."

It would seem necessary for a state legislature to

dedicate future appropriations,,however constitutionally

possible, to a Severi-Year Research and CUltural Fund for

public higher education; the funb should ride on an

appropriate price index. Although it will be subject to

seven-year reviews of attUal"need, state government must

accepttlie proposition that the fund is as perpetual as

higher education itself.

Yearly..monitorina and .veallodation, clearly, are a

responsibility of the state coordinating or regulatory

board. While the,filnd can legitimately serve as .a buffer.
.

tb abrupt declines7in enrollment, it' cannot be

unresponsive.to reality either.

Performance budgeting,,isan analytical tool', which
s .

is imperfect, and a formula for Charging tuition,

wh'ich is probably,faAr to ifUdents and state treasurers

alike. The24eYep-:Year-ReSeai-qh ahd Cultural Fund can be

a markagement.tOoX-for a state board, or it can simply
b

pass into the domain of yet another enrollment-driven

institutional iubsidy.

2 7



ll..Fixing the Subsidy

The subsidy in-the public sector need not be fixed

uniformly for all types of institution, and probably

ought mot be.

o. Pricing al-year institutions ;hould
reflect the special mission of these
'colleges, especially those in geographical
areas remote from baccalaureate facilities.

subsidy at two-year colleges,should.
ult in a tuition lower than fir upper7
ision programs, at least, at four-year

colleges.

o Pricing at undergraduate professional and
..specialized institutions will require
°i.ndividual attention according to manpower
and specialized considerations:

oo Other adjustments are probably necessary for
pricfna the delivery of the service to
part-time students, in some states to
encourage more students to participate
and in others to encourage part-tiMe
students to study fulrl time.

The state board's decision on the rate of subsidy

for delivery must take account of overall state concerns,

includ).ng the need to preservo-commitments and assets

in the 1980's tourist market and the want to gath.er

funding from Federal student aid programs.



12. Student Aid

A sttc must deciae its own effort in providing

Scholarships and ld.77.

The'prevai4ng consensus.is that state
'student aid Ouahtto be .portable between
.the p4blic and the private gectorg,

-

o Bedause:Performandebudgetinghelps.
egualize*thecuptoMer..s. share Of public,
college tnstrtiction With the, dustomer.s
share of proprietary AnstruCtionan-:
effectiVe ue Of resources dan indlude
Proptietar acholarghips equal ieamoiint

.-per stud t,,at Leagt, to the SubSidv at
public wo-year institututions.

o State scholarships at private aCademic
institutions can ,be,most equitably
adAiniStered s tuition-equalization
arants.

-State pradtice in student aid-can be regularISI

adjusted actordina to changes in the Federaldommitment.

-z5-
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